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1H19 results 

Investing for anticipated growth 

Strong 1H19 y/y revenue growth of 17% (to $14.9m) should not be 
overshadowed by restrained gross margins in the period (33%) 
caused by mix effects and increased investment costs.  The Group 
notes that 2H19E trading has begun ‘extremely positively’. We 
anticipate that margins will expand, estimating a FY2019E gross 
margin of 35%, as subtitling volumes recover, ZOOdubs moves to a 
more mature state and ZOO’s investment in capacity and 
technological enhancements allow it to capitalise on buoyant market 
dynamics which should exhibit its scalability. Aside from tweaks to 
depreciation and cash, our FY2019E estimates are little changed. 

▪ 1H19 Results – ZOO generated 1H19 revenue of $14.9m, a 17% y/y 
increase (1H18 $12.7m).  The Group generated adjusted EBITDA of 
$0.5m versus $1.3m in 1H18 reflecting higher levels of investment. The 
period end cash balance stood at $0.9m.  Management highlighted that 
it expects to meet FY market expectations.   

▪ ZOOdubs – 1H19 was a period of significant growth in dubbing 
revenue, demonstrating the Group’s traction in gaining acceptance in 
the localisation market for its dynamic cloud-based approach. The 
Group has indicated that, post its initial test phase, ZOOdubs is now 
moving into its next phase of maturity with increased capacity requiring 
less human interaction which should result in both continued revenue 
and margin growth in 2H19 and beyond. 

▪ ZOOsubs – Subtitling experienced a disruption in the supply chain in 
the period due to a major OTT (over the top provider) transitioning its 
partner programme.  Subtitling volumes have resumed and are at higher 
levels than prior to the disruption. We believe the higher levels are not 
only driven by a period of “catch-up” but are a function of ZOO gaining 
increased market share. The Group highlighted recent trends in the 
market for projects with increasingly broader scopes, to be fulfilled over 
a longer period providing greater visibility to the order book. 

▪ Estimates – We have broadly maintained our estimates with minor 
changes to our depreciation assumption in FY2019E reducing our fully 
adjusted PBT to $1.4m from $1.6m.  In addition, we have reduced our 
YE FY2019E cash & cash equivalents assumptions to $2.2m from 
$4.4m to reflect the additional investment made in 1H19 and higher 
working capital balances.  The Financial Summary is found on page 6. 
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FYE MAR ($M) 2016 2017 2018A 2019E 2020E 

Revenue 11.6 16.5 28.6 33.0 38.5 

Adj EBITDA 0.2 1.8 2.4 3.3 4.1 

Fully Adj PBT (1.7) (0.1) 0.5 1.4 2.4 

Fully Adj EPS (c) (2.4) 0.4 0.9 1.6 2.8 

EV/Sales (x) 10.6 7.5 4.3 3.8 3.2 

EV/EBITDA (x) 793.7 69.6 51.7 37.6 30.3 

PER (x) N/A 401.4 179.6 96.1 57.1 

Source: Company Information and Progressive Equity Research estimates 
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Financial Highlights 

FY2019E has started strongly for the Group with 1H19 revenue of $14.9m, a 17% y/y 
increase (1H18 $12.7m), driven by strong demand for localisation services and more 
specifically dubbing. As highlighted in the AGM statement, the subtitling market 
experienced weakness during the period due to disruption in the supply chain as a major 
OTT operator transitioned its partner programme.  This transition negatively affected 
ZOO and other market participants.  The transition period has now passed and the 
Group notes that projects from the operator have resumed and are at higher levels than 
prior to the disruption.   

1H19 gross profit of $4.9m was marginally up on 1H18 with a margin of 33% down from 
38% in 1H18.  The higher cost of sales was driven by the mix effect associated with 
lower subtitling revenues and currently lower dubbing margin as the service matures.  In 
addition, the Group added direct staff during the period to support higher levels of 
anticipated subtitling in 2H19 which restrained the margin during the period. Underlying 
gross margins (ex-investment) improved y/y with ZOO highlighting dubbing gross 
margins increased by 9% y/y on an underlying basis. 

The Group generated adjusted EBITDA of $0.5m versus $1.3m in 1H18 reflecting higher 
levels of investment through the expansion of the freelancer network, additions to in-
house project coordination teams and business development functions in anticipation of 
higher levels of future demand.  

The Group’s only borrowings remain the outstanding $3.6m convertible bond which is 
currently in the money. The Group ended the period with a cash balance of $0.9m versus 
YE 2018 $2.4m.   

IH19A & F2019 E 

 

Source: Progressive Research  

 The board remains confident in meeting market expectations for FY2019E. 

Operational Highlights  

Competitive Positioning 

Changing dynamics in the digital entertainment market is driving an expansion of 
distribution channels and encouraging disruptive innovation, supporting the growth of 
players such as Netflix, Amazon, Hulu, Apple and Google to name just a few.  Streaming 
service providers are seeing international demand surpassing that of home markets 
More sophisticated international audiences are demanding more and better localised 
content which is providing a positive market backdrop.   

$ unless stated 1H2019A FY2019E

Revenue 14.9 33.0 

Adj EBITDA 0.5 3.3 

Adj EBIT (0.2) 1.8 

Reported PBT (0.2) 1.6 

Fully Adj PBT (0.5) 1.4 

Reported EPS (c) (0.3) 1.9 

Fully Adj EPS (c) 0.0 1.6 

Cash & equivalents 0.9 2.2 

Net (Debt)/Cash (8.0) (6.8)
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Within the localisation market we believe ZOO Digital has a key competitive advantage 
with its proprietary cloud-based software which provides global reach, centralised 
security and access to practically limitless resources within the global translator, dubbing 
director, voice actor and audio mixer/editor community.  Its software allows the projects 
it undertakes to have a quicker route to market with far fewer people, and a consistently 
high standard at high volumes. The Group’s cloud-based proprietary software developed 
in-house over the last 10 years is very challenging to replicate presenting high barriers 
to entry for other players in the market.   

In the period the Group continued to deliver significant enhancements, discussed in 
more detail below, to its platform to support the expansion of its service offering, 
operational efficiencies and scalability. Its ability to offer high quality, cost and time 
efficient subtitling, dubbing and digital packaging within its cloud computing ecosystem 
is a differentiator in the localisation market.   

To ensure the Group has ample scale to meet growing demand for both its subtitling and 
dubbing services, ZOO has expanded its freelancer network to c. 5,400 from 2,700 in 
1H18.  In addition, the Group has continued to invest in significant technology-based 
localisation capabilities.  The network now has the capability to deliver services in 35 
subtitle languages and 9dubbing languages.  The Group has been expanding its affiliate 
network with the recently launched new Arabic language services facility in Dubai to 
service the fast-growing demand for non-English content.  

ZOO has depth and breadth of relationships and know-how within the entertainment 
industry, which it continues to strength with senior hires from leading entertainment 
companies and competing vendors.  The Group has expanded its capabilities in Hong 
Kong and Latin America through these hires along with the growth in its affiliate and 
freelancer network highlighted above. 

Its clear competitive advantages are allowing it to capitalise on the longer-term growth 
opportunities within the market and supporting its ambition to “…become the leading 
provider of software-driven localisation services movie, TV and video content globally.”   

ZOOsubs 

During the period the Group experienced a period of disruption in subtitling revenue as 
a major OTT player transitioned its partner programmes. The disruption affected ZOO 
and other market participants, but activity has since resumed and is trending at higher 
levels than previously.  We believe the higher levels are not a function of catch-up but 
greater growth in the market and share gains by ZOO post the transition as the Group 
has highlighted that early indications suggest the changes made to this OTT’s partner 
programme will be beneficial to ZOO. 

The Group notes recent trends in the market for subtitling work to be increasingly 
broader in scope and fulfilled over a longer period providing greater visibility to the order 
book, but also results in higher working capital requirements for the Group.  

ZOOdubs 

1H19 was a period of significant growth in dubbing revenue for the Group demonstrating 
the Group’s traction in gaining acceptance in the localisation market for its dynamic 
cloud-based approach.  When ZOOdubs was launched at the end of 1H18, the Group 
intentionally managed project levels with high levels of human involvement to quality 
assure the process resulting in restrained margins for the revenue stream.   In addition, 
the early versions of ZOOdubs required more manual intervention on projects than is 
now the case. ZOO has indicated that initial test period is now complete, and it will be 
moving into a phase of greater efficiency and scalability which is expected to support 
higher levels of demand and result in improving margins in 2H19 and beyond.  
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ZOO’s cloud-based platform provides clients unique benefits such as the opportunity to 
recruit the best talent from all over the world.   Its cloud-based technology circumvents 
geographical barriers present in more traditional localisation providers.  Dubbing 
directors, voice talent and project coordinators may all reside in different geographies 
working via ZOO’s cloud-based technology to deliver high quality, secure deliverables 
more efficiently and at a lower cost point than traditional providers.  Innovations such as 
this are supporting ZOO in gaining a market leading position in the market.  

Given the complexity in the dubbing process, ZOO believes global spend in the dubbing 
market is approximately five times that of subtitling underscoring the potential longer-
term revenue opportunity dubbing provides the Group. 

Technological Innovation 

During the period the Group has delivered three key innovations; lip sync dubbing, a 
scripting service and Delta. 

ZOO is now capable of delivering a higher value form of dubbing with the launch of lip 
sync dubbing.  The approach is an enhancement to the voice over approach which has 
received positive feedback from clients, dubbing directors and voice talent.  The addition 
of this more complex service will allow ZOO to pitch for a wider pool of dubbing projects.  

The launch of the scripting service allows any changes made to the original language 
dialogue are automatically disseminated to all local subtitled and dubbed soundtracks.  

Delta is software that automatically identifies dialogue changes in different versions and 
iterations of TV and movie content.  Delta removes the need for manual tracking and 
manual inspection.  The software serves to reduce errors and streamline the process by 
reducing human intervention. 

Outlook and changes to Estimates 

ZOO reiterated that it expects to meet market expectations for the full year. Given the 
increased capacity we believe the Group can generate $18.1m of revenue in 2H19 (c. 
$3m per month) to meet our full year estimates, therefore we have broadly maintained 
our FY2019E estimates with the exception of increasing our FY depreciation 
assumptions by $0.2m which has resulted in a reduction in Fully adjusted PBT to $1.4m 
from $1.6m previously.  Our fully adjusted EPS moves to 1.40 cents from 1.6 cents 
previously. 

In addition, we have adjusted our FY2019E year-end cash estimate to account for the 
increased investment in 1H19 and increased working capital requirements associated 
with longer subtitling projects resulting in a reduction in our FY2019E net cash estimate 
from $4.3m to $2.2m. Following through to FY2020E reduces our year end cash & cash 
equivalents to $3.8m from $6.1m.  Our estimates concur with the Group’s expectations 
on 2H19 being cash generative in 2H19.  

Our FY2020E are adjusted to reflect the higher depreciation charges and knock-on 
effects of our reduced cash & cash equivalents assumptions in FY2019E.  FY2020E 
Fully adjusted PBT reduces by 4% to $2.4m and our YE 2020E cash & cash equivalents 
estimates move to $3.8m from $6.1m.  
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Estimates 

 

Source: Progressive Research 

We believe our FY2019E estimates are underpinned by: 

- Overall positive dynamics in the localisation market in which ZOO holds an 
increasingly market leading position.  

- A return in subtitling volumes at higher levels than prior to the disruption. 

- Movement into a more mature phase for ZOOdubs providing more capacity with 
less human interaction which should drive both top line sales and higher 
margins.    

- Ample capacity to meet FY revenue expectations as result of the investment in 
1H19. 

The Group has also highlighted that Chairman Roger Jeynes will step down from the 
board prior to his 9th anniversary on April 2019.  A search for his successor has been 
initiated. 

 

$m unless stated Old New

Change 

(%) Old New

Change 

(%)

Revenue 33.0 33.0 0% 38.5 38.5 0%

Adj EBITDA 3.3 3.3 0% 4.1 4.1 0%

Fully adj PBT 1.6 1.4 -11% 2.5 2.4 -4%

Fully adj EPS (p) 1.8 1.6 -8% 2.9 2.8 -4%

FY19E FY20E
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Financial Summary: Zoo Digital 

Year end: March (U$m unless shown)      

      

PROFIT & LOSS 2016 2017 2018A 2019E 2020E 

Revenue 11.6 16.5 28.6 33.0 38.5 

Adj EBITDA 0.2 1.8 2.4 3.3 4.1 

Adj EBIT (1.1) 0.5 0.9 1.8 2.7 

Reported PBT (1.5) 0.5 (5.0) 1.6 2.3 

Fully Adj PBT (1.7) (0.1) 0.5 1.4 2.4 

NOPAT (0.7) (1.0) 1.4 2.0 2.7 

Reported EPS (c) (2.4) 2.4 (6.4) 1.9 2.5 

Fully Adj EPS (c) (2.4) 0.4 0.9 1.6 2.8 

Dividend per share (c) 0.0 0.0 0.0 0.0 0.0 

      
CASH FLOW & BALANCE SHEET 2016 2017 2018A 2019E 2020E 

Operating cash flow (0.4) 1.5 0.5 2.0 3.9 

Free Cash flow (0.1) 1.0 0.1 0.3 1.9 

FCF per share (c) (0.3) 3.1 0.1 0.4 2.5 

Acquisitions 0.0 0.0 0.0 0.0 0.0 

Disposals 0.0 0.0 0.0 0.0 0.0 

Shares issued 0.0 0.0 3.0 0.0 0.0 

Net cash flow 0.0 0.3 1.8 (0.2) 1.6 

Overdrafts / borrowings (6.3) (6.2) (9.0) (9.0) (9.0) 

Cash & equivalents 0.3 0.6 2.4 2.2 3.8 

Net (Debt)/Cash (6.0) (5.6) (6.6) (6.8) (5.2) 

      
NAV AND RETURNS 2016 2017 2018A 2019E 2020E 

Net asset value 1.8 2.6 2.6 4.0 4.1 

NAV/share (c) 5.4 7.8 3.5 5.3 5.6 

Net Tangible Asset Value 0.4 1.1 0.9 1.3 2.1 

NTAV/share (c) 1.3 3.3 1.2 1.7 2.8 

Average equity 1.8 2.6 2.6 4.0 5.9 

Post-tax ROE (%) (44.6%) 30.9% (185.1%) 30.6% 32.4% 

      
METRICS 2016 2017 2018A 2019E 2020E 

Revenue growth 1.5% 41.7% 73.2% 15.6% 16.7% 

Adj EBITDA growth (121.1%) 1,041.0% 34.6% 37.6% 24.1% 

Adj EBIT growth 216.0% (146.5%) 78.4% 94.6% 51.1% 

Adj PBT growth 78.1% (94.6%) (666.3%) 183.9% 68.4% 

Adj EPS growth 9.0% (116.6%) 123.5% 86.8% 68.4% 

Dividend growth N/A N/A N/A N/A N/A 

Adj EBIT margins (9.5%) 3.1% 3.2% 5.4% 7.0% 

      
VALUATION 2016 2017 2018A 2019E 2020E 

EV/Sales (x) 10.6 7.5 4.3 3.8 3.2 

EV/EBITDA (x) 793.7 69.6 51.7 37.6 30.3 

EV/NOPAT (x) (187.9) (128.6) 90.1 61.9 46.0 

PER (x) N/A 401.4 179.6 96.1 57.1 

Dividend yield N/A N/A N/A N/A N/A 

FCF yield (0.2%) 1.9% 0.1% 0.3% 1.6% 
 

Source: Company information and Progressive Equity Research estimates 
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